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THE WHITE HOUSE

WASHINGTON

April 2, 1982

MEMORANDUM FOR THE CABINET COUNCIL ON ECONOMIC AFFAIRS
FROM: ROGER B. PORTER ,FK/

SUBJECT: Agenda and Papers for the April 6 Meeting

The agenda and papers for the Tuesday, April 6 meeting of
the Cabinet Council on Economic Affairs are attached. The
meeting is scheduled for 8:45 a.m. in the Roosevelt Room.

The first agenda item is a report on the Gold Commission.
A paper, prepared by the Department of the Treasury, summariz-
ing the Commission's recommendations, providing background on
the Commission's work, and outlining specific issues for follow-
up is attached along with the Report of the Gold Commission,
and a list of the Gold Commission members.

The second agenda item is a report from the Federal
Credit Policy Working Group. A paper from Lawrence A. Kudlow,
chairman of the working group, is attached. The paper reviews
a request by the National Credit Union Administration/Central
Liquidity Fund for approvals with respect to a proposed issuing
of notes, the rechartering of the Federal Home Loan Mortgage
Corporation (FHLMC) as a private-controlled stock corporation,
and reports on credit initiatives in the 1983 budget.

TREA has not reviewed. Processed IAW CIA TREA arrangément letter dtd
4/11/08.

Attachments
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THE WHITE HOUSE

WASHINGTON

CABINET COUNCIL ON ECONOMIC AFFAIRS

April 6,.1982
8:45 a.m.

Roosevelt Room

AGENDA
Gold Commission Report (CM#64)

Federal Credit Policy (CM#113)
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

ASSISTANT SECRETARY MAR 29 1982

CM #64

MEMORANDUM FOR: CABINET COUNCIL ON ECONOMIC AFFAIRS
FROM: Mar@m@%g/
SUBJECT: Gold Commission Report

As Chairman of the Gold Commission, Secretary Regan will
transmit the Commission's report to the Congress on March 31.
The Commission was established pursuant to P.L. 96-389, to
"conduct a study to assess and make recommendations with regard
to the policy of the U.S. Government concerning the role of
gold in domestic and international monetary systems."™ Members
of the Commission, designated in the law, included in addition to
the Secretary seven members of Congress, three members of the
Federal Reserve Board, two members of the CEA, and four private
citizens.

This memorandum outlines the report's conclusions and areas
for follow-up work. The text of the introduction and recommenda-
tions of the report is attached.

A. Summary of Commission Recommendations

The Commission favored essentially no major change at this
time in the very limited monetary role of gold. Its main con-
clusions and recommendations were:

- It does not appear to be fruitful to restore the gold
standard as a method for dealing with the continuing
Problem of inflation under present circumstances.

- The merits of establishing a rule specifying that the
nation's money supply growth be maintained at a steady
rate to insure long-run price stability should be studied
by the Congress and the Federal Reserve.

- There should be no change in the present system of flexible
exchange rate arrangements and no change in the usage of
gold in that system.

- Gold bullion coins should be issued by the Treasury with
the following characteristics: no dollar denomination but
specified by weight; without legal tender status; exempt
from capital gains and sales taxes; sold at a small markup
over the market value of the gold content; and manufactured
from Treasury's existing gold stock.
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Other recommendations of the Commission dealt with:

- Gold medallions (supported Treasury plans for improvement
in the distribution system -- through dealers rather than
mail order).

- Gold-backed notes and bonds (opposed Treasury issuance).

- Size of the U.S. gold stock (Treasury should retain the
right to conduct gold sales at its discretion; however,
substantial stocks should be maintained for contingencies),

- Valuation of the U.S. gold stock (Treasury and the Federal
Reserve should study issues involved in valuing gold at
something more closely approximating market prices, but
there should be a legislative constraint against the pro-
ceeds of this new valuation being monetized by the Treasury
or in any way used to enhance the Government's spending
power).

~ Ownership and public accounting of the U.S. gold stock (The
Commission took the opportunity to reassure the general public
that Treasury's continuing audit of the gold stock provides an
adequate basis for full verification and accuracy of inventory
records. The Committee also clarified that the gold is owned
by the U.S. Government, while Federal Reserve claims on the
Treasury represented by gold certificates are claims payable
in dollars and do not constitute Federal Reserve ownership
of the gold).

Background on Recommendations

The Commission reviewed the working of gold systems in the
past and the record of price stability under those systems. The
report's analysis of the gold standard up to 1914 suggests that it
provided long-term price predictability, in that the price level
ultimately tended to revert toward a long-run stable value; but
that over the short-run it was associated with considerable insta-
bility of prices, output and employment. Subsequent to World War
I, the operation of the gold standard came to be regarded as an
impediment to the management of the economy to achieve the objec-~
tives of growth and high employment. The report points out that
even if a return to a domestic gold standard were contemplated,
two critically important problems stand in the way: the absence
of a sound guide on how to fix the dollar price of gold at which
a gold cover requirement would be resumed or a sound guide on the
extent of feasible convertibility of domestic dollar obligations .
into gold.
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The Commission, while rejecting use of gold in connection
with the operation of monetary policy, did recommend that the
Congress and the Federal Reserve study the merits of establishing

Issuance of gold bullion coins by the United States that would
be competitive with the krugerrand, Maple Leaf, and the Mexican peso
gold coins had very wide support. A majority opposed legal tender
status for such coins at a fluctuating market value, basically on
grounds that transactors should not be legally obligated to accept
them in payment, which is a main feature of legal tender status.

On the other hand, a majority favored a recommendation to provide
new U.S. gold coins with exemption from capital gains and sales

federal capital gains and state sales taxes should not serve to
impede that development.

There was virtually no support in the Commission for
alteration of existing flexible exchange rate arrangements or

for introducing gold into the exchange rate system.

Specific Issues for Follow-up

Several members of Congress are taking initiatives on gold coin
legislation. Various bills for the minting of gold coins were intro-
duction last year which Propose a return to a type of gold standard.
Additional gold coin bills will undoubtedly be introduced in the
weeks ahead. There will need to be careful Administration review of
the gold coin issue and various specific coin proposals in terms of
basic monetary policy considerations; questions of cost; establish-
ment of a workable sales Program; assessment of the practical and
legal aspects of any federal and state tax exemptions for the coins
(including constitutional questions bearing on the state tax
exemption as well as potential problems under the GATT with
exemptions solely for U.S.-issued coins); and legislative strategy.

With respect to the recommendation on valuation of the gold
stock, the Treasury and the Federal Reserve will initiate a study
of the issues involved in valuing gold at something more closely
approximating market price. (At present, Treasury values the
gold stock at $42.22 per fine ounce, the last par value of the
dollar and the statutory value at which gold certificates are
issued by the Treasury to the Federal Reserve),

The Federal Reserve and Congress are called upon to study the
merits of a legislatively-established monetary rule. The Admini-
stration will need to develop its own views and follow this review
process carefully.

Attachment
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Report of the Gold Commission

Introduction and Recommendations

Establishment of the Commission

We, the members of the Gold Commission, were appointed by Secre-
tary of the Treasury Donald T. Regan on June 22, 1981, pursuant to
section 10 of Public Law 96-389 (94 Stat. 1555), to "conduct a study
to assess and make recommendations with regard to the policy of the
U.S. Government concerning the role of gold in domestic and inter-
national monetary systems."* The Commission was directed to transmit
its report to the Congress no later than October 7, 1981, one year
after the date of enactment. Due to the change in Administration ang
the delay in appointment of members, it was not until July 16, 1981,
that we met for the first time. We were in general agreement that a
satisfactory report could not be prepared by the October 7 date.
Accordingly, we requested an extension of the Commission's life.
Legislation to that end was introduced to the Congress and enacted
as P.L. 97-47 on September 30, 1981. The date for the report
of the Commission was thereby changed to March 31, 1982.

Commission Meetings

We held 9 meetings, at two of which we heard testimony concerning
gold from 23 witnesses, representing a wide spectrum of views on the
potential roles of gold. They commented on the use and effectiveness
of gold in past domestic and international monetary systems, and of-
fered varying proposals for a restored role for gold, or favored the
continuation of the present system with no role for gold. 1In addition
to the hearings, the Treasury Department invited written statements
on the role of gold from organizations and individuals. Summaries
of the testimony we heard and of the statements submitted to us are
reproduced in Annex B to the Report.

*Congressman Chalmers P. Wylie -- Since many observers feel the Gold
Commission became a “runaway"” Commission in the Report, I would like to
call special attention to the verbatim charge of Congress in creating
the Commission. As the transcripts will show, many, many. hours were
spent debating issues which were extraneous to the Congressional
assignment for the Gold Commission. The job assigned to the Gold Com-
mission by Section 10(b) of Public Law 96-389 was as follcws: "The Com-
mission shall conduct a study to assess and make recommendations with
regard to the policy of the United States Government concerning the
role of gold in domestic and international monetary systems, and shall
transmit to the Congress a report containing its findings and recom-
mendations not later than one year after the date of enactment of

this Act.”
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Contents of the Report

The body of our Report reflects the range of issues we discussed
during our deliberations.

Chapter 1 surveys economic developments of recent years that
were the background to the establishment of the Gold Commission.* A
distinguishing feature of the period since the mid-1960s was rising
and persistent inflation without precedent in peacetime in the
United States. Public attention to the activities of the Commission
reflects a desire for some institutional arrangements to ensure a
reasonable approximation of price stability in an economy whose
resources are relatively fully employed in a balanced and sustainable
way. The chapter presents the factual record of the performance of
the economy, and reviews explanations that have been offered to
account for the lack of success of several attempts to curb inflation
in the decade and a half from 1965,**

Chapter 2 examines the historical evidence on the experience of
the United States with gold. 1In 1834, though legally on a bimetallic
standard, de facto the United States adopted a gold standard. The
chapter deals with successive changes since then in the character of
our country's monetary system.

In Chapter 3, we explore the strengths and weaknesses of alter-
native monetary standards, including different versions of a gold
standard, commodity standards other than gold, and the present
inconvertible paper system. International aspects of the alternative
standards receive attention.

*Congressman Chalmers P. Wylie -- Chapter 1 surveyed economic
developments from a monetarist perspective and did not emphasize
adequately the role of Federal budget deficits and fiscal policy in
creating the economic problems of the last fifteen years. Since
section 3 of Public Law 96-389 specifically stated that "Congress
reaffirms its commitment that beginning with Fiscal Year 1981, the
total budget outlays of the Federal Government shall not exceed its
receipts” this ommission of references as to the role of fiscal
policy as a cause of inflation should not be overlooked. 1Indeed,
the fact that the Federal Government is running a deficit of $100
billion while paying a comparable sum in interest on the total Federal
debt detracts from the credibility and utility of this Report.

**Congressman Chalmers P. Wylie -- This chapter does not mention
that the total Federal debt increased from $317 billion at the end
of 1964 to $1,004 billion at the end of 1981. It also does not
mention that the net interest paid by the United States Treasury on
the total Federal debt in 1982 may well exceed 30 percert of the
total Federal debt for 1964. 1In short, Chapter 1 does not present
the factual record of budget deficits and thus does not adequately
explain the performance of the economy during the last fifteen to
twenty years.
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In Chapter 4, we review the current role of gold and consider
possible changes. 1In relation to domestic monetary arrangements,
the changes would affect the conduct of Treasury or Federal Reserve
operations or both. Such changes, if adopted, would also affect
private sector conduct. In relation to the international monetary
system, the changes would affect foreign exchange rate arrangements,
the settlement of the balance of payments, and the International
Monetary Fund.

For each possible change in the current role of gold, we discuss
the main elements of the change, transitional problems, if any, poten-
tial legal and international implications, and assess the advantages
or disadvantages it presents.

Chapter 4 also brings together material on the historical market
for gold that was dominated by central banks until 1968, changes in
the location and operation of gold markets since then, the allocation
of the stock of gold between monetary and nonmonetary uses, deter-
minants of the demand for and supply of gold, and approaches to the
determination of the equilibrium price of gold. 1In addition, the
chapter provides a retrospective view on the record of gold production
over past centuries and its relation to trend movements in commodity
prices. A statistical compendium gives time series of world and
U.S5. production and stocks of gold, world and U.S. industrial use of
gold, and the nominal and real price of gold.

Aims of the Gold Commission

Part of our mandate is to assess the role of gold in the domestic
and international monetary systems. Assessments differ among members
of the Commission not only with respect to the costs and benefits in
the past when our monetary system was linked to gold but also with
respect to the prospective costs and benefits, were such a link
restored. Given the size of the Commission that the Congress speci-
fied, and the diversity of our views, that result may not be sur-
prising. We decided that the best service we could render the country
would be to set forth in an objective way the complex issues involved
and give a fair hearing to different points of view.

Another part of our mandate is to make recommendations. Though
it became apparent to us during our deliberations that we would not
be able to achieve a unanimous set of recommendations, on some issues,
it was possible to form majorities. Even so, a majority vote in
favor of a specific recommendation did not signify that all so voting
had the same purposes and/or interpretations in mind. Moreover, if
each of us had been reporting singly instead of as one of a body of
colleaques, individual members would not necessarily have expressed
themselves in precisely the way the recommendations are s:-ted.
Differences in wording, emphasis and perceptions would have been
evident. In some instances our recommendations touch on technical
matters, such as legal and tax considerations, that need to be studied
more exhaustively than it has been possible for us to do. Such
technical questions should be given attention in any Congressional
hearings in connection with our recommendations.
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Recommendations and Dissenting Views

We report our recommendations on the following subjects:

l. The program of Treasury medallion sales

2. Treasury issue of gold bullion coins

3. Treasury issue of gold-backed notes or bonds
4. The gold stock owned by the United States

a. The public accounting for the gold stock

b. The relationship between gold certificates held as an asset of
the Federal Reserve System and the gold held by the Treasury

c. The appropriate size of the gold stock

d. The price at which to value the gold stock

e. Managing the gold stock

5. Domestic monetary policy arrangements*
6. International monetary policy arrangements*

With respect to most of these subjects, we first present the range of

views expressed in our deliberations, followed by the Commission's
recommendation. Dissenting views are given in footnotes.

1. The program of Treasury medallion sales

In July 1980, the Treasury began the sale of half-ounce and one-
ounce gold medallions in accordance with the American Arts Gold
Medallion Act of November 10, 1978 (P.L. 95-630). The legislation
provided that not less than 1 million ounces of gold be struck into
medallions each year for a five-year period and sold to the public
at a price covering the market value of their gold content plus all
costs. A different American artist is commemorated on each of the
two sizes of medallions. 1In 1980, Grant Wood was honored on the
one-ounce and Marian Anderson on the one-half ounce medallion. 1In
1981, Mark Twain was honored on the one-ounce and Willa Cather on
the one-~half ounce medallion. Under the 1980 program covering the
period July 15, 1980, through February 28, 1981, less than 300 thousand
medallions of each size were sold, containing 434 thousand gold
ounces. Under the 1981 program, from July 15, 1981, through March 5,
1982, about 60 thousand medallions of each size were sold, amounting
to 95 thousand gold ounces.

The price of the medallions varies daily with the market price of
their gold content, based on the settlement price at the end of the
previous day for spot gold traded on the Commodity Exchange of New York,
Plus a surcharge in 1980 of $12 and in 1981 of $14 per ounce to cover

*Congressman Chalmers P. Wylie -- Omission of the phrase "the role of
gold in" before "monetary policy arrangements" in items 5 and 6 clearly
was technically appropriate considering the material included in that
section but inappropriate given the charge to the Commission by the
Congress as to what should have been discussed.

Governor J. Charles Partee -- I wish to be associated with this view.
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the cost of production and marketing. The surcharge averaged under
three percent of the underlying gold price.

The Bureau of the Mint sells the medallions directly to pur-
chasers through mail orders placed at U.S. post offices. Delivery
is made within six weeks.

The Treasury Department is planning a simpler and wider dis-
tribution of the medallions to be introduced this year through a
network of dealers. Although details are not yet finally decided,
the expectation is that sales to dealers will be made on the basis
of the daily New York gold price, plus a three percent markup to
cover costs including publicity by the Mint. The dealers would add
a comparable fee in selling to the public and develop a secondary
market for the medallions.

Recommendation. The Gold Commission supports the improvement of the
program of medallion sales along the general lines that the Treasury

plans.*

2. Treasury issue of gold bullion coins

In addition to gold medallions we discussed proposals for a
Treasury issue of gold bullion coins of specified weights to be offered
to the public at a price near market value.

Among those who support the proposal, two conceptions of the
character of the demand for such coins are evident. Some of us expect
the demand for such coins to be an investment demand, similar to the
demand for Krugerrands, Maple Leafs, Mexican pesos, and other foreign
coins that have found a market in this country. Others expect the
demand for such coins to be (or have the potential to be) a demand for
their use as money. Their value would change from day to day as the
value of the gold content of the coin fluctuated in the free gold
market.

Some advocates of this proposal see such coins as facilitating
development of a dual monetary system, which would impose an addi-
tional degree of discipline on discretionary operation of monetary
policy.**

*Governor J. Charles Partee ~- The procedures by which gold medallions
are marketed can be substantially improved as an interim measure, but
the program should be discontinued when and if the Commission's gold
coin recommendation is implemented.

Mr. Arthur J. Costamagna -- I voted for this recommendation on the
understanding that the new program would not increase fees charged
to the consumer.

**Congressman Henry S. Reuss -~ I disagree. A dual monetary system
would impose chaos, not discipline, on monetary policy.

Governor Henry C. Wallich wishes to be associated with Governor
Partee's and Congressman Reuss' views above.
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However, those opposing the proposal believe that ample supplies
of gold in forms other than Treasury coins are available to satisfy
the demand for gold in the private sector.*

So that the new issues may compete with foreign coins, some
proponents advise that the former be designated legal tender and as
coin of the realm bearing the great seal of the United States and the
motto "In God We Trust.® 1In addition, they advise that changes in
the dollar value of these coins should be exempt from capital gains
taxation.

A Treasury issue of gold bullion coins involves technical
matters, on some of which the Commission has adopted recommendations.
Congress should explore the following considerations more thoroughly
than was possible in our deliberations,

(a) Consideration of a quantity limit on the issue of the coins.

This reflects concern that the demand for the coins might exhaust

the Treasury gold stock. One approach would be to specify a quantity
limit in any legislation to permit coinage. An alternative means of
limiting the demand would be to set a seignorage fee well in excess of
costs of minting.** Some who believe the demand for coins would be

a demand for money oppose a limit. They would view large scale demand
as an indication of public dissatisfaction with the management of the
(dollar) money supply and as leading to de facto establishment of a
gold coin standard.*** According to this view, establishment of an
arbitrary quantity limit or a high seignorage fee would interfere with
this expression of public preferences. A few others of both persuasions

*Congressmen Henry S. Reuss and Chalmers P. Wylie -- We find this
sentence to be an inadequate summary of our views in opposing the

gold bullion coin and refer the reader to our dissenting views for

an authoritative statement of the harm for the economy if this proposal
were to be enacted.

**Congressman Chalmers P. Wylie -- A little known fact about gold
bullion coins and other gold coins is that the gold alloys used in
coinage are several times harder than silver, nickel, and copper
alloys. The consequence of this is that entirely different machinery
has to be used for making gold coins than regular coins. This waste
and cost should be avoided. .

***Congressman Chalmers P. Wylie -- Inadequate demand for the gold
medallions produced by the Treasury for the Arts Medallion program

has left the Treasury with many millions of dollars of unsold medal-
lions. Concern about waste in government forces me to caution readers
about the fiscal perils of forcing the Mint to turn our official

gold bullion into gold bullion coins when there isn't anv evidence

of enough demand to absorb the official medallions we have been
producing for the public for several years. At least, the gold
medallion program should be discontinued, if we are to start producing
gold bullion coins in accordance with Commission's recommendation.

Governor Henry C. Wallich wishes to be associated with Congressman
Wylie's view,
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favor Treasury purchases of gold to replace gold it has coined.*
Those who believe the demand for coins would be an investment demand
assume that it would not be quantitatively significant, and on this
ground would neither oppose nor support a legislated limit.

(b) Enabling legislation to mint coins, Section 5 of the Gold
Reserve Act of 1934 (31 U.S.C. sec. 315b) prohibits the minting of
United States gold coin.

(c) The implications of legal tender status for newly minted coins.
Treasury Counsel prepared for us a statement on this matter related
to U.S. currency (see Annex C). Legal tender status essentially
requires that, in any contract that does not otherwise specify the
means of payment, a debt can be discharged by the tendering of any
form of U.S. legal tender, and the creditor must accept that form of
payment in full discharge of the debt. However, whenever a contract
specifies a specific means of payment, such as gold, and the debtor
breaches that provision and is taken to court by the creditor, the
court, as in most cases of contractual breach, normally awards
damages rather than specific performance of the contract provision.

For some who regard the demand for coins to be an investment
demand, legal tender status is an adornment for coins, but never-
theless a sine qua non for generating public acceptance of them.**

For some who regard the demand as a demand (or a potential
demand) for money, the implications of legal tender status require
further consideration.*** Legal tender status for gold coins could
compel their acceptance by private creditors for debts or by the

*Mr. Herbert J. Coyne -- While I do not believe using one to two
million ounces of our gold stock for a gold coin program would make
excessive inroads into these stocks, any open-ended production of
coins could in effect amount to unlimited Treasury gold auctions.
Clearly most Commission members do not desire this. Thus, I believe
the Treasury should purchase gold in the open market to replace any
larger amount of gold used in minting a U.S. gold coin or to refrain
from minting any larger quantities.

**Congressman Chalmers P, Wylie -- I do not believe an adornment
can be a sine qua non.

***Congressman Chalmers P. Wylie -- This will be our first coin
without legal tender status. It should have legal tender status or
not be called a coin.

I had the Congressional Research Service summarize ti.- laws of
Canada and South Africa pertaining to the legal tender status
domestically of their own gold coins which are useable in commerce
in their country of origin. Their experience should be considered
in evaluating questions pertaining to legal tender status for the
gold bullion coins. The summaries by CRS can be found in an appendix
to the "Dissenting Views of Congressmen Henry S. Reuss and Chalmers
P. Wylie."
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Treasury in satisfaction of taxes. Formidable problems, involving
potential profits and losses to private creditors and debtors, could
arise in assigning gold coins legal tender status at a fluctuating
market value,

(d) The implications of capital gains exemption for changes in the
dollar value of coins (a background paper on capital gains taxes
prepared by the Treasury is part of the permanent record of the Gold
Commission). Advocating such exemption for coins but not for gold
bullion holdings or, for that matter, not for productive investments
overlooks the inducement the exemption would provide to shift from
such other assets to coins. Those who support the exemption, however,
regard it as essential to the use of the coins as money. Legislation
to prohibit local government imposition of sales taxes would involve
similar considerations. It would clearly also deprive the states of
a source of revenue.*

(e) 1Issues by private mints. The majority of us oppose private
minting of official United States coins. We regard the production
of "official” coins of a country as a governmental function. The
government in effect guarantees the weight and fineness of the
"official™ coins issued. Private firms are perfectly free to mint
gold pieces of any shape and size, so long as they do not purport

to be United States coins with a U.S. Government guarantee of weight
and fineness. Permission for private firms to mint U.S. coins would
open possibilities for fraud and could involve the Treasury in a

new and costly regulatory and monitoring function. Problems would
be compounded if the Treasury had a convertibility obligation or an
obligation to accept the coins in payment of taxes.

(£) Convertibility at Treasury of gold bullion coins. Of those
favoring issue of coins, about half support assumption by the Treasury
of an obligation to stand ready to purchase coin offered to it at the
market price ** on the day of redemption, the conversion producing
potential profits (or losses) for the Treasury.

*Congressman Henry S. Reuss -- An October 5, 1981, bill, S$.1704,
cosponsored by Senator Helms, provides for the minting of gold coins
exempt from U.S. and state capital gains taxes -- exactly as in the
Gold Commission's recommendation below, which is supported by all

of the Reagan Administration's Gold Commission members. Senator
Helms' National Congressional Club expended $4.5 million on the 1980
Reagan campaign (see Congressional Quarterly, March 6, 1982, pp.
499-505).

**Congressman Chalmers P. Wylie -- "Market price"” is determined in
unique ways for gold which should be studied carefully before obliga-
ting the Treasury to convertibility with its potential for losses to
the Treasury.

Congressman Henry S. Reuss =-- In other words, about one-third of the
Commission supports this dangerous proposal which could provide
exhorbitant trading profits to those foreign interests who fix the
gold price.
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Recommendation. We favor Treasury issue of gold bullion coins of
specified weights, and without dollar denomination or legal tender
status, to be manufactured from its existing stock of gold and to

be sold at a small mark-up over the market value of the gold content,
and recommend that the Congress implement this proposal. Furthermore,
we recommend that the coins shall be exempt from capital gains taxes
and that the coins shall be exempt from sales taxes.*

>

*Congressmen Henry S. Reuss and Chalmers P. Wylie -- We object strongly
to this recommendation and call the reader's attention to a statement
of objection to the recommendation signed by 30 members (two-thirds) of
the House Committee on Banking, Finance and Urban Affairs. The recom-
mendation ignores national problems of diminishing incentives for
productive investment in plant and equipment, of confusion over what

is and is not money, and of depriving states of the revenue needed

to cover obligations enhanced by Federal cutbacks.

Governor Henry C. Wallich -- I would not object to a gold coin issued
with a mark-up at least egual to that applying to coins like the Maple
Leaf and the Krugerrand, issued in limited quantities, and subject to
capital gains tax. In the absence of these specifications, a gold coin
could lead to excessive depletion of the Treasury gold stock and harm-
ful diversion of resources to unproductive investment. I also oppose
convertibility of the coin at the Treasury.

Governor Emmett J. Rice wishes to be associated with Mr. Wallich's
view. With respect to convertibility, no support for convertibility
at Treasury of gold bullion coins was ever explicitly voted for the
record. An amendment by Congressman Reuss to include specific mention
in the recommendation on the issue of gold coins that such coins
should not be convertible into dollars on demand at the Treasury was
voted down, but one cannot necessarily infer from this that those

who rejected the Reuss amendment supported the assumption by the
Treasury of an obligation to stand ready to purchase coin offered to
it at the market price on the day of redemption.

Governor J. Charles Partee -- I seriously doubt that the proposed gold
coin should be exempted from capital gains taxes. Careful and de-
tailed study is needed, not only of the equity considerations involved
in such singular treatment, but also of the possibilities for unwanted
speculative maneuvers involving the new coin in conjunction with other
forms of gold and precious metals holdings. Such uses could in fact
destroy the coin's value as a monetary indicator.

Congressman Henry S. Reuss =-- This tax exemption proposal was adopted
at the February 12 Gold Commission meeting, 8-6. Jerry Jordan, who
cast in person and by proxy the decisive votes in favor, has since
testified that he was merely recommending that Congress “-consider"
the tax exemption question. (See transcripts, Joint Econoaic
Committee, February 18; Gold Commission, March 8.)

Mr. Arthur J. Costamagna -- Since a majority (9 to 6) rejected the
idea that "such a coin should not be convertible into dollars on
demand at the Treasury," by implication, I believe, a majority favored
convertibility or redeemability of the gold coins at the Treasury.
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3. Treasury issue of gold-backed notes or bonds

Several witnesses at the hearings we conducted suggested that
Treasury issue of gold-backed notes or bonds would be a means of
introducing gold into our monetary system. A limited issue, for
example, of five-year Treasury notes with interest and principal
payable in grams or ounces of gold, would provide deferred claims
on gold. Initially, according to the advocates, the yield spreads
between gold and inconvertible dollar obligations of the same
maturities might be wide. Success in restoring long-term confidence
in monetary discipline would eventually narrow the yield spreads.

At that time, full gold convertibility of all dollar obligations

might be contemplated. These witnesses emphasized the savings on
interest payments by the Treasury, assuming the price of gold remained
stable or rose only moderately, and hence a positive effect on Federal
budget deficits.

In our deliberations, it was noted by opponents of gold-backed
Treasury securities that a gold-backed Treasury note or bond, if
convertible at maturity at the market price of gold at the date of
issue, would in effect be a warehouse certificate for gold. Such an
instrument would provide the owner the same chance of gain or loss as
owning gold, without his incurring the cost of storage and insurance.
No obvious guideline exists for pricing the instrument. A Treasury
issue of gold-backed notes or bonds, paying even a low rate of inter-
est, would permit speculation on gold with a sweetener of a coupon.
Such issues would be comparable to a bond convertible into the common
stock of a corporation that has a low coupon because of the possi-
bility of speculative gain. Purchase of Treasury gold-backed issues
would indicate an expectation that the price of gold would rise.

The Treasury would then be betting against the market, with no
assurance of gain and a major risk of Treasury losses. From a debt
management viewpoint, no need exists for gold-backed Treasury issues.

Recommendation. We oppose the issue of Treasury gold-backed notes or
bonds.

4. The gold stock owned by the United States Government

As of the end of February 1982, the Treasury Department reported
that it held 264 million troy ounces of gold. The bulk of the gold is

*Continuation from previous page.

Mr. Herbert J. Coyne =-- The majority recommendation was made under

the misimpression that making the U.S. gold coin legal terder would
have made it money of the realm and usable in the paymer.t of debts.
The purpose of designating a U.S. coin "legal tender"™ is-to allow it
to compete equally with the foreign coins that are currently supplying
the U.S. market. Popular foreign coins are designated legal tender
and therefore a U.S. coin must be similarly designated in order to
be successful. I recommend that the U.S. Congress consider this
market fact when designing the U.S. gold coin.
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stored in mint depositories: Fort Knox, Kentucky, and West Point,
New York; U.S. Assay Offices in New York and San Francisco; and the
Denver and Philadelphia Mints. 1In addition, the Federal Reserve Bank
of New York is the custodian of a part of the gold stock.

a. The public accounting for the gold stock

Citizens have written to us expressing concern about alleged
unauthorized large withdrawals from gold depositories. They fear
that the actual amounts held by the Government are less than are
reported officially. Stories in the press also have referred to
missing gold.

Public and Congressional inquiries relating to the accuracy of
the accounting records and security of the gold stock were directed to
the General Accounting Office (GAO) in the early 1970s. 1In response,
the GAO conducted a partial audit of the gold stored at Fort Knox in
September and October 1974. 1In its report on the audit, the GAO
recommended cyclical audits of the gold in the custody of the Bureau
of the Mint.

During fiscal 1975, at the direction of the Secretary of the
Treasury, the Fiscal Assistant Secretary of the Treasury established
the Committee for Continuing Audits of United States Government-owned
Gold stored at various depositories, with the responsibility to con-
duct audits at appropriate intervals. The Committee consists of one
representative each from the Bureau of the Mint, the Bureau of Govern-
ment Financial Operations, and the Federal Reserve Bank of New York,
with GAO representatives invited to observe the audits. As of
February 1982, 80.5 percent of the U.S. Government-owned gold had
been audited and verified. The continuing audit program is planned
to provide a complete audit of all U.S. Government-owned gold by the
end of the 1l0-year cycle in 1984.

The Treasury has provided us with a detailed statement of the
results of the continuing audit (see Annex D). With one or two
exceptions, we are satisfied with the Treasury's continuing audit,
find it thorough, and believe it should allay any public concern
with regard to the accuracy of the inventory, the related accounting
records, and the internal controls governing the depositories. One
of us, however, expressed a preference for a speedier completion of
the audit.

One member is not satisfied with an audit that spans ten years
and contends that 31 U.S.C. 354 appears to require annual audits of
the gold inventory. He disputes the Treasury's view that a 100 per-
cent audit in a single year is not feasible, since on its own estimate
of manpower requirements, 26 men could do it. The Treasury has pro-
vided us with an opinion that 31 U.S.C. 354 requires not »nnual
audits but annual settlements of account, which are belrg performed
regularly in compllance with this provision.

Recommendation. We are satisfied that the Treasury is meeting the
requirements of 31 U.S.C. 354 regarding annual settlements of account
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and that the Treasury's continuing audit of the Government-owned gold
stock provides an adequate basis for full verification of the accuracy
of inventory records.*

b. The relationship between gold certificates held as an asset of
the Federal Reserve System and the gold held by the Treasury

Some citizens have expressed the view that for the Treasury to
claim ownership of the gold stock and the Federal Reserve System to
show gold certificates as assets appears to be double-counting of the
same asset.,

The gold is the property of the U.S. Government. The certificates
do not represent Federal Reserve ownership of the gold.

Gold certificates, which are valued at $42.22 per ounce of gold,
and are a liability of the Treasury, are issued to the Federal Reserve
by the Treasury against its gold holdings. The certificates represent
a Federal Reserve claim on the assets of the Treasury, for which the
Treasury has received a counterpart deposit in its account with the
Federal Reserve.

All gold held by the Treasury has been monetized in this fashion.
New gold certificate credits may be issued only if additional gold
is acquired by the Treasury or the statutory price at which gold
certificates may be issued is increased. Similarly, gold certificates
must be retired by the Treasury upon the sale of gold, with a corres-
ponding decline in the Treasury's deposit balance.

Recommendation. We believe that the Treasury and Federal Reserve are
following appropriate procedures in reporting Federal Reserve claims
on the Treasury represented by gold certificates and payable in
dollars.

c. The appropriate size of the gold stock

At year-end 1949, the U.S. gold stock was a little over 700
million fine troy ounces. At year-end 1967, the stock was about 50
percent smaller -- 345 million ounces. As already noted, it is now
264 million ounces.

One question we discussed was the appropriate size of the gold
stock =-- a non-interest bearing asset of the Treasury. All of us
agree that a zero stock is not the appropriate size and therefore
oppose auction sales which are intended to dispose of Treasury
holdings over some stated period of years.

A minority prefers that the Treasury maintain the stock at its
present level as an important strategic and monetary resc-'vce. This

*Congressman Ronald E. Paul -- The Treasury should assign adequate
manpower to complete a 100 percent audit of the gold stock every year.
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view is consistent with the belief that an increase in the monetary
role of gold is not now timely but the stock should be held as a
reserve for possible future use, should a restored role for gold

then appear feasible, or against other contingencies. 1In support

of this view, it was suggested to us that should an international
monetary conference of free world nations be convened to recommend
changes in the international monetary system, it would be useful

for the United States to hold a substantial gold stock to influence
possible future deliberations and to be in a strong position if gold's
role were reestablished.

A variant of that view, held by the majority of us, is that some
depletion of the gold stock, for example, for the issue of medallions
or the recommended program of coinage, is acceptable but to a limited
extent only.

Recommendation. We recommend that, while no precise level for the
gold stock is necessarily "right,"” the Treasury retain the right to
conduct sales of gold at 1ts discretion, provided adequate levels are
maintained for contingencies.®

d. The price at which to value the gold stock

The Treasury currently values the gold stock it holds at $42.22
per ounce. Since the free market in gold was established in 1968,
the price has fluctuated between $35 and $850 per ounce. It has
recently been priced at under $350 per ounce.

One argument for revaluing the gold stock at a price closer to
the market price is that it would enable the Treasury to raise
revenues by sale of part of its gold. The revenue could be used to
retire debt, thus saving interest payments on outstanding Treasury
securities, or to finance the current Federal budget deficit. All
these objectives are attainable simply by selling gold at the market
price, and so there is no cogency to this argument for revaluing the
gold stock. The same comment applies to the suggestion that an
advantage of an international agreement to value gold at the market
price is that it might be a step toward gold becoming an accepted

*Mr. Herbert J. Coyne -- I favor the recommendation that was
initially voted for by a larger majority of Commission members than
the one that was passed. I believe this first recommendation more
closely represents the sentiments of the Commission: "We are opposed
to auction sales of gold stock held by Treasury and recommend that
under circumstances such as those that presently exist, the stock be
maintained at its present size."

Governor Henry C. Wallich -- While I would not rule out the sale of
the gold stock when a particular situation may urgently require it,

as a general rule the Treasury should avoid sale of the guld stock.
Under circumstances such as those that presently exist, the gold stock
should be maintained at its present size.

Mr. Arthur J. Costamagna -- The Treasury should retain the right to
conduct purchases and sales of gold at its discretion.
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international medium for payment of balance of payments disequilibria,
and that it could also be used for intervention purposes in foreign
exchange markets to influence the exchange rate of the dollar.

Another argument is that it is unrealistic to value the gold
stock at an outdated fixed price. Doing so distorts the true
significance and cost of the U.S. gold asset position,

We regard the choice of a price at which to revalue gold reserve
assets as independent of a decision on the price at which to restore
a gold standard. One proposal was made during our deliberations for
a gradual increase in the statutory price of gold to a price closer
to the market price. The proposal was incidental to a plan to require
gold certificate reserves be kept behind Federal Reserve notes. No
other proposal with respect to the determination of a price at which
to revalue gold reserve assets was brought to our attention.

Recommendation. The Commission recommends that the Treasury and the
Federal Reserve conduct studies of issues that would be involved in

a move towards valuing gold realistically, at something more closely
approximating market prices. The change should be subject to the
legislative constraint that the proceeds of this new valuation not

be monetized by the Treasury or in any way used to enhance the govern-
ment's spending power. The studies should develop a formula and
timetable for valuing U.S. gold stocks in a manner realistically
related to gold market value.*

e. Managing the gold stock

One general proposition that we examined is the desirability
of finding constructive uses of the gold stock rather than keeping
it immobile, as is currently the case. Specific suggestions we con-
sidered included:

(1) The United States should offer swaps, leases and make other
commercial arrangements with respect to its gold stock in order to
generate a modest revenue flow.

(2) If revalued, gold should be used for intervention purposes in
foreign exchange markets and for the settlement of the balance of
payments (see subject 4d. above).

*Governor Henry C. Wallich -- Any revaluation of the gold stock carries
with it the danger of an inflationary use, directly or indirectly, of
the resulting gold profit. Repayment, from this source, of part of

the Federal debt poses the same temptations as would a more direct use
of the profit for government expenditure. Revaluation close to thre
present market price further raises the question of what should be

done if the market price should fall below the official price.

Governor J. Charles Partee -~ Any such study must give important
weight to the need for retaining ample central bank flexibility in
meeting the "lender of last resort" function while at the same time
avoiding unwanted overall monetary expansion. This requires the
maintenance of an adequate stock of portfolio assets that could be
sold as any such loans are booked.

T T el s el v
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(3) The Federal Reserve System should engage in open market opera-
tions using gold as well as government securities,

In our discussion of the general proposition, it was noted that
the proposed uses were not easy to assess and the advantage of
turning to unconventional uses of gold was not obvious.

Mofeover, if any of the suggested uses of gold yielded a profit,
use of the profit to retire public debt or to spend it for budgetary
purposes might encourage fiscal imprudence.

Recommendation. We do not favor unconventional uses of the gold stock,
since the objectives sought by adding gold to the policy instruments of
the monetary and fiscal authorities are attainable without such use and
the side effects of so using gold may be undesirable., We do favor con-
tinued study of the role of gold in the monetary system and recommend
that Congress hold hearings on the subject.*

5. Domestic monetary policy arrangements

Currently, transactions in gold are not used in the implementation
of monetary policy by the Federal Reserve System. Gold certificates
are carried as an asset of the Federal Reserve and therefore comprise
one element in the sources of the monetary base. However, the Federal
Reserve does not use its holdings of these certificates as a device for
changing the base.

We considered a number of alternatives that would serve to rein-
troduce gold into our domestic monetary policy arrangements. The

*Mr. Herbert J. Coyne -- The Federal Reserve and the Treasury should
conduct studies to consider different ways in which gold can be used
as a helpful policy instrument. It seems implausible to keep our vast
stocks of gold completely idle, if worthwhile uses can be developed
which do not entail depleting those stocks.

Governor Henry C. Wallich -~ I do not favor unconventional uses of the
gold stock and would regard continued study and Congressional hearings
on the role of gold in the monetary system as an unproductive use of
government resources and a potential source of market unsettlement.

Governor Emmett J. Rice -- I believe that little would be gained from
further study of the role of gold in the monetary system. The Commis-
sion has examined a variety of possible roles for gold in the monetary
system. The Commission's recommendations state that it sees no merit
in issuing gold-backed bonds, does not favor unconventicral uses of
the gold stock, does not regard restoring a gold standard as a fruit-
ful way to deal with inflation, and does not favor change in the

usage of gold in exchange rate arrangements. It would appear incon-
sistent to reach these conclusions and then call for further study

of presumably these same "roles."

Congressman Henry S. Reuss -- I agree with Governors Rice and Wallich.
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objective would be to improve monetary control through the discipline
of gold for the purpose of reducing inflation. Linking changes in
the growth rate of money or of some component of money, such as

" Federal Reserve notes, or of bank reserves, to the change in the gold

stock is one approach which was considered for imposing the discipline
of gold.

One 'way to reintroduce gold would be to require the Federal
Reserve System to maintain a minimum ratio between the U.S. Govern-
ment's gold stock and the Federal Reserve monetary base (i.e., Federal
Reserve notes plus bank reserves) or some monetary aggregate. A
variant would fix upper and lower limits to the ratio, so that the
System would be required to take expansionary actions when the ratio
was at its upper 1limit, or contractionary actions when the ratio
was at its lower limit. The gold cover requirement might be valued
at the price of $42.22, or adjusted gradually, or allowed to fluctuate
with market prices.

Along traditional gold-standard lines, the United States could
define the dollar as a specified weight of gold (that is, fix the
price of gold), set gold cover requirements for the Federal Reserve
System, and allow the value of the gold stock to be determined by
domestic and international gold flows. If the value of the gold
stock rose through an inflow of gold, the Federal Reserve would be
required to undertake actions to expand the money stock. If the
value of the gold stock declined, it would be required to take
contractionary actions.

Most members of the Commission believe that a return to the

gold standard is not desirable. Even if that were not our view, for
most of us there are two major problems in contemplating the feasi-
bility of a return to a domestic gold standard. One is the absence
of a sound guide on how to determine the fixed dollar price of gold
at which resumption of a gold cover requirement could be introduced.
The other one is the absence of a sound guide on the extent of feasi-
ble convertibility of domestic dollar obligations.

Since the decade of the 1970s, not only in the United States
but also in other industrialized nations, monetary authorities have
experimented with self-imposed rules of conduct of monetary policy,
sometimes expressed as target rates of growth of money. Long-term
monetary discipline, not linked to gold, has been the objective. A
variant of this approach would impose such discipline by legislative
prescription, that is, a monetary rule.

Although some objection was expressed to consideration of
domestic monetary arrangements not linked to gold as overstepping
the Gold Commission's mandate, in fact we discussed all the foregoing
alternatives.* In addition, we considered continuation of our present

*Governor Henry C. Wallich -- No data or studies were presented,
however, for this part of our discussion, nor did the discussion cover
such aspects as the definition of the money to be targeted, the
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domestic monetary arrangements, under which the Federal Reserve
exercises full discretion with respect to monetary actions and chooses
- the ranges of growth in a variety of monetary aggregates, which it
believes appropriate to the economy's needs and proposes to seek,

reporting to several Congressional committees both its plans and their
results. L

Recommendation. The Commission recommends that the Congress and the
Federal Reserve study the merits of establishin a rule specifyin
that the growth of the nation's money supply be maintained at a

steady rate which insures long-run rice stability. 1In addition,

the Commission concludes that, under present clrcumstances, restorin
a gold standard does not appear to be a fruitful method for dealing

with the continuin roblem of inflation. The Con ress and the

Federal Reserve should study wavys to improve the conduct of monetar
policy, including such alternatives as adopting a monetary rule.?*

techniques by which such targeting would be conducted, nor the effects
of stable money growth on prices, incomes, and employment.

Governors Partee and Rice wish to be associated with Governor Wallich's
comment .

*Governor Henry C. Wallich -- The Commission's mandate was to assess
"the role of gold in domestic and international monetary systems."

The only part of the recommendation that focuses on gold, and with
which I agree, is the conclusion that restoring the gold standard

does not appear to be a fruitful method of dealing with the continuing
problem of inflation. The remainder of the recommendation deals

with aspects of economic policy that are outside the Commission's
terms of reference, and I, therefore, oppose this recommendation.

Governors Partee and Rice and Congressman Wylie wish to be associated
with Governor Wallich's view. Congressman Wylie raised a point of
order against the first and third sentences as being not germane.

Congressman Henry S. Reuss -- Since the Gold Commission's juris-
diction (P.L. 96-389) is concerned only with "the role of gold,"
the first and third sentences in this recommendation, commenting
about a monetary rule, are outside the Commission's jurisdiction.
In addition, the first and third sentences are redundant.

Governor Emmett J. Rice -- Besides being outside the mandate of the
Commission, this recommendation does not recognize that the Federal
Reserve already specifies ranges for the annual growth of money and
bank credit aggregates with a long-term objective of promoting sustain-
able economic growth in a noninflationary environment. Adoption of

and adherence to a rigid rule of a predetermined percentage rate of * -
monetary growth to be achieved (if at all possible) regardless of
developments in the economy would likely lead, in my judgement, to
pPrice and output instability.
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* (Continued)
Congressman Stephen L. Neal =- I offered the following resolution:

"Whereas the majority of those who supported the creation of
the Gold Commission did so with the hope of finding a method for
better insuring consistent and persistent price stability** and;

"Whereas the inflationary process is ultimately related to
excessive growth in money*** and;

"Whereas it is clear that inflation cannot persist over the long
run in the absence of excessive monetary growth then;

"The Commission recommends that the Congress by legislation
establish a rule specifying that the growth of the nation's money
supply be maintained at a steady rate which insures long-run price
stability, "***+

The members were evenly split on the vote for the resolution.

**Congressman Chalmers P. Wylie -- The preamble to the resolu-
tion is not a correct statement. The reader is referred to the
Congressional Record of September 18, 1980, pages H9136-7 for the
entirety of the House debate establishing the Gold Commission.
Neither the concept of inflation nor the phrase "price stability"
were mentioned in connection with the establishment of the Gold
Commission.

***Congressman Chalmers P. Wylie -- I would like the record to
show that I feel that our inflation problems since about 1965 are
ultimately related to excessive Federal spending and to persistent
deficits in the Federal budgets, rather than "excessive growth in
money," as the resolution states.

****Governor Henry C. Wallich -- I am opposed to this resolution
because it is outside the mandate of the Commission. The Commission,
moreover, did not have before it facts or analyses upon which to
base a recommendation, nor did it discuss the merits of a rule for
monetary policy. My effort to introduce material to document the
instability of the velocity of circulation of money and, therefore,
the unworkability of a rule, did not lead to discussion of this
evidence. Establishment of a fixed rule for monetary policy would
invite the danger of destabilizing output, employment, prices, and
the international value of the dollar.

Congressman Stephen L. Neal -- The merits of a monetary rule
regulating the growth of the money supply have already been exten-
sively studied and debated. Moderate and steady growth of the money
supply is necessary, over the long run, for price stability, low
interest rates, robust productivity, and full employment,. The mone-
tary history of the past decade suggests the need for a legislated
rule to enforce monetary restraint. We need to enact such a rule,
not endlessly debate its merits. Accordingly, I proposed the resolu-
tion quoted above, on which the Commission is evenly split. While I
support the recommendation finally adopted by the Commission, I
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6. International monetary policy arrangements

We discussed a number of aspects of international monetary
arrangements during our deliberations.

Under present conditions, the exchange rate of the dollar is
determined in foreign exchange markets by the demand for and supply
of dollars and also by the demand for and the supply of other
currencies. The foreign exchange value of the dollar floats, chang-
ing from day to day as market influences (or government interventions)
determine.

Adopting a gold standard with a fixed price of gold in terms of
dollars would fix exchange rates between the dollar and the currencies
of those of the United States' trading partners that also fixed the
price of gold in terms of their currencies. Those who support a
system of fixed parities argue that it facilitates international
trade and finance and, along with convertibility of the U.S. dollar
to gold, would promote the goal of internal price stability.

Under present conditions, deficits or surpluses may be observed
in our balance of payments, and the deficits or surpluses are settled
in dollars automatically. Even though dollars are not convertible
into gold at a fixed price, they are convertible into U.S. goods and
services including gold at market prices. Other countries and their
residents continue to use dollars as an intervention currency in
foreign exchange markets, in payments and receipts for international
transactions, and as a reserve asset, We do not use our gold in
payments and receipts for international transactions and neither do
our trading partners.

Most of us believe that even if other countries with substantial
gold stocks and the major gold-producing countries were to agree
with us on a restoration of an international gold standard, the
United States =-=- and the system as a whole -- would confront an as
yet unsolved problem of the vast quantity of dollars world-wide with
potential claims to gold convertibility. We are not in fact aware
of international interest in restoring a gold standard. 1Indeed, a
number of foreign officials have expressed negative views towards a
gold standard.

think that, by recommending more study rather than outright enactment
of a monetary rule, we missed a golden opportunity to help secure
long-term price stability, low interest rates and high employment.

I intend to continue my efforts to enact a monetary rule through
legislation.

Mr. Lewis E. Lehrman -- I favor the restoration of a gold standard
with a fixed price of gold. It is the means to achieve discipline
in the U.S. monetary base which will then increase or decrease with
gold purchases and sales by the monetary authorities.
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One other question we discussed was the desirability of taking
steps to seek a restitution of the gold that the United States and
- other member countries subscribed to the International Monetary
Fund (IMF). The United States would be entitled to buy up to 23.6
million ounces of gold from the IMF at SDR 35, or approximately $40,
per ounce at time of writing, if by an 85 percent vote of the IMF
membership a decision were taken to sell gold for currency to
members of the IMF in proportion to their IMF quotas as of August
1975.

The argument for such a restitution of IMF gold to its members
is that currently gold has no central role in the international
monetary system and no longer serves as the common denominator of a
par value system or as the unit of value of the SDR; its official
price has been abolished; members of the IMF have no obligation to
use gold in 'transactions with the IMF; and the IMF is prohibited’
from accepting gold unless approved by an 85 percent vote of its
nembers. The 1976-80 program of IMF gold sales also attests to the
intention to establish a diminished role for gold in IMF resources..

The argument against seeking such gold restitution by the IMF
is essentially the same one that underlies the belief that the United
States should retain significant gold holdings. 1If gold is an im-
portant strategic and monetary resource for the United States, it
should also be so regarded by the international community, and
retained by the IMF for possible use in various contingencies.

Recommendation 1. We favor no change in the flexible exchange rate
system. In addition, we favor no change in the usage of gold in the
operation of the present exchange rate arrangements.*

Recommendation 2. We oppose action by the United States to seek a
restitution of IMF gold to member countries.**

*Congressman Chalmers P. Wylie -- I raised a point of order against
references to the flexible exchange rate system since the House of

Representatives made no reference to that subject in its charge to

the Gold Commission. It is not germane to the report.

Congressman Henry S. Reuss and Governor Partee wish to be associated
with Congressman Wylie's comment.

Mr. Lewis E. Lehrman =-- I support fixed exchange rates for the U.S.
dollar to be introduced at the earliest possible date. '

**Congressman Ronald E. Paul -- I support steps to seek a restitution

of IMF gold to member countries. I would use the additions to U.S.
gold stocks for coinage by the U.S. Treasury.
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Conclusion

In presenting our report, we are conscious of the complexity
of an attempt to define what the role of gold should be in the
domestic and international monetary systems.

The majority of us at this time favor essentially no change
in the present role of gold. Yet, we are not prepared to rule out
that an enlarged role for gold may emerge at some future date.

If reasonable price stability and confidence in our currency

are not restored in the years ahead, we believe that those

who advocate an immediate return to gold will grow in numbers
and political influence.* 1If there is success in restoring
price stability and confidence in our currency, tighter

linkage of our monetary system to gold may well become superero-
gatory.

The minority of us who regard gold as the only real money
the world has ever known have placed our views on record: the
only way price stability can be restored here (indeed, in the
world) is by making the dollar (and other national currencies)
convertible into gold. Linking money to gold domestically and
internationally will solve the problem of inflation, high
interest rates, and budget deficits.

We have made no attempt to conceal the divisions among us.
In that respect, our views probably represent the range of
opinions held by the country at large. We hope, nevertheless,
that our report will make a contribution to public understanding
of the important issues involved. 1In that event, the time we
have devoted to preparatory study before our meetings and to
the deliberations themselves will have been well spent,**

*Congressman Henry S. Reuss -- I doubt it. More likely, those who
advocate sensible fiscal, monetary, and anti-inflation policies
"will grow in numbers and political influence."

**Mr, Arthur J. Costamagna -- Within three to five years, a new
gold commission should be appointed to review the effects of the
foregoing recommendations and Congressional implementation thereof,
and to make their own recommendations at that time.
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- GOLD COMMISSION MEMBERS

Arthur J. Costamagna, Attorney, Mullen and Philippi,
Santa Rosa, California

Herbert J. Coyne, Executive Vice President, J. Aron & Company,
New York, New York

Senator Christopher J. Dodd, Member, Committee on Banking,
Housing and Urban Affairs

Senator Roger W. Jepsen, Vice Chairman, Joint Economic Committee
Jerry L. Jordan, Member, Council of Economic Advisors
Lewis E. Lehrman, President, Lehrmaﬁ Corporatibn,'New York, New York
Paul W. McCracken, Edmund Ezra Day University Professor 6f

Business Administration, University of Michigan, and

former Chairman, Council of Economic Advisors

Congressman Stephen L. Neal, Member, Committee on Banking,
Finance and Urban Affairs

J. Charles Partee,‘Governor, Federal Reserve Board

Congressman Ronéld E. Paul, Member Committee on Banking,
Finance and Urban Affairs

Congressman Henry S. Reuss, Chairman, Joint Economic Committee
Emmett J. Rice, Governor, Federal Reserve Board

Senator Harrison H. Schmitt, Member, Committee on Banking,
Housing and Urban Affairs '

Henry C. Wallich, Governor, Federal Reserve Board
Murray L. Weidenbaum; Chairman, Council of Economic Advisors

Congressman Chalmers P. Wylie, Member, Joint Economic Committee
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